The financial foundation of Germany's manufacturing success, according to the comparative capitalism literature, is an ample supply of long-term capital, provided to firms by a three-pillar banking system and 'patient' domestic shareholders. This premise also informs the recent literature on growth models, which documents a shift towards a purely export-led growth model in Germany since the 1990s. We challenge this common assumption of continuity in the German financial system. Export-led growth, characterised by aggregate wage suppression and high corporate profits, has allowed non-financial corporations to increasingly finance investment out of retained earnings, thus lowering their dependence on external finance. This paper documents this trend and shows that business lending by banks has increasingly been constrained on the demand side, reducing the powerand relevanceof banks vis-à-vis German industry. The case study suggests a need for students of growth models to pay greater attention to the dynamic interaction between institutional sectors in general, and between the financial and the non-financial sectors in particular.
INTRODUCTION
In the comparative political economy literature, Germany has long been viewed as a paradigm of coordinated capitalism thriving on the export of advanced manufactured goods. According to the varieties of capitalism (VoC) approach, German banks, by lending extensively while simultaneously holding shares and controlling large blocs of votes in large enterprises, encouraged firms' long-term investment in workforce skills and incremental product innovationthe foundations of German export success (Hall and Soskice 2001) . Although Germany has always been considered an export-oriented economy, in recent years scholars have diagnosed the emergence of a full-fledged export-led growth model, with exports doubling from just under 20 percent of GDP in the early 1990s to more than 40 percent of GDP by 2007 (Baccaro and Pontusson 2016, 14) . The new literature on growth models explains this explosion of German exports as the result of wage restraint and the suppression of domestic consumption (Baccaro and Pontusson 2016; Johnston and Regan 2016; Stockhammer 2016; Stockhammer, Durand, and List 2016; Regan 2017; Höpner and Lutter 2018) . According to this literature, nominal wage increases trailing productivity increases, combined with low consumer debt, have stifled domestic spending and price inflation, thus boosting Germany's real exchange rate and export firms' price competitiveness, most notably within the European Union. Important differences notwithstanding, the growth model perspective has largely taken for granted the VoC notion of institutional complementarity between the financial and the export sector. The present paper challenges that notion.
We start from the premise that the business activities of economic actors do not automatically reproduce complementarities between sectors and institutions and may, in fact, undermine them. While the declining importance of German banks for the corporate sector has received notable empirical attention, the link to export-led growth has been overlooked. We argue that both VoC and the growth model literature have failed to recognise the feedback effects of Germany's export-boosting competitive wage and price disinflation on the domestic banking system. The case is one of unintended consequences. Since the early 1990s, the export-led growth model has undercut banks' erstwhile hegemonic position in the German economy by enabling non-financial corporations to increasingly finance investment from retained profits, and even to accumulate substantial savings.
Our contribution to the comparative political economy literature is threefold. Methodologically, the paper demonstrates the value of detailed, sectoral balance sheet data (Bezemer 2016; Allen 2018) . Headline numberssuch as bank credit as a share of GDPfacilitate cross-national comparison but risk missing changes within economies. In the case of Germany, looking at and (partly) disaggregating both the asset side of bank balance sheets and the liability side of corporate balance sheets reveals important changes that remain invisible from an aggregate, cross-national perspective. Case studies based on detailed financial accounts data can generate important insights (which then, in a second step, can inform new comparative research designs). Theoretically, our argument raises important new questions about the dynamic, out-of-equilibrium interactions between institutions in general, and between the financial and the non-financial sector in particular (Streeck 2009; Mertens 2015) . In particular, it draws attention to endogenous sources of instability within growth models, and thus to their limited life span. The existence at time t of a coherent growth model based on institutional complementarity does not preclude the endogenous emergence of destabilising pathologies (Blyth and Matthijs 2017) . Social actors may defect, or be excluded, from the dominant 'social bloc' supporting the growth model at t + 1, thus helping to bring about the ultimate disintegration of the model at t + 2 (Baccaro and Pontusson 2019) . If our analysis is correct, Germany's banks may be drifting out of the social bloc carrying the country's export-led growth model. Finally, our findings are relevant to ongoing policy debates. The argument that 'bank regulation hurts SME financing' is ubiquitous in the discourse about financial policymaking. The notion that SMEs are financially constrained has also fuelled the EU agenda for a more market-based financial system with better SME access to capital markets (Braun and Hübner 2018; Hübner forthcoming) . While SMEs in some euro area countries have indeed suffered a severe credit squeeze, the evidence for Germany points not to weak supply of capital from the financial sector but to weak demand by highly profitable non-financial firms.
The paper proceeds as follows. The first section will briefly review the literatures on corporate finance and on growth models. The second section will present comparative data on non-financial corporations (NFCs) in order to establish that German NFCs have been highly profitable, have had uniquely low levels of debt, and have become net lenders to the economy, accumulating considerable net financial wealth. The third section will delve deeper into data on the liabilities of NFCs and on the assets of the banking sector, showing that bank lending to German businesses has actually declined as a share of GDP and, in the case of the manufacturing sector, even in absolute terms. The fourth section documents how banks have sought to compensate for the loss of business with non-financial corporations, namely through the financialization and internationalisation of their loan books. These substitutions, however, could not prevent the erosion of banks' net interest income. The final section concludes our discussion and suggests some avenues for further research.
CORPORATE FINANCE AND GROWTH MODELS: DEMAND FOR FINANCING AS A MISSING VARIABLE
The literature on the relationship between the financial and the non-financial sectors has largely focused on the supply side of the capital market. It is a well-established finding in political economy that financial liberalisation and globalisation have generally increased the powerand thus the profitabilityof finance vis-à-vis the non-financial sector because of increased capital mobility (Grittersová 2014, 363) . Firms depend on finance to carry out their activities. For larger companies, the three main external financing instruments are loans, bonds, and shares. 1 The counterparties associated with these instruments vary over time. Loans are still mostly made by banks (but non-bank lenders are on the rise), while bonds and shares are held by a diverse and evolving set of domestic and international investors. In Hirschman's terms, the power of these financiers over NFCs resides in their ability to (threaten to) discontinue financing relationships (exit) or to leverage their investment to engage directly with NFC management (voice). In addition to the exit options on the supply side of the capital market, however, the exit options on the demand side are equally important. Investor or creditor power varies with the degree to which non-financial corporations depend on external funding. Corporate demand for bank loans, and thus bank power, may decrease because NFCs can substitute bond issuance for bank borrowing (assuming banks do not also dominate bond holdings), or because they enjoy high corporate profits making them less dependent on external financing altogether. Thus, German banks were at their most dominant at the beginning of the twentieth century and again during the postwar decades, before firms' increased profitability and access to capital markets contributed to a relative 'decline of the market power of the banks over industry' (Zysman 1983, 263; Deeg 1999) .
As the primary nexus between the financial and the non-financial sector, corporate finance has long occupied a central place in comparative political economy. Most importantly, the varieties of capitalism approach emphasises the complementarities between different corporate finance institutions and other parts of the economy (Hall and Soskice 2001; Amable 2003) . In liberal market economies (LMEs), market-based finance dominates and power is concentrated in shareholders (and, to a lesser extent, bondholders). In coordinated market economies (CMEs), bank-based finance prevails (or used to). In Germany, banks once served as one-stop shops for the financing needs of firms, acting both as lenders and as anchor investors (further leveraged through widespread proxy voting), as well as underwriters of securities. As NFCs' dominant creditors, shareholders, and board members, banks overcame the information asymmetries that usually afflict outside stakeholders, thus gaining considerable power over non-financial corporations. This power was consistent withindeed complementary to -Germany's manufacturing-focused growth model because banks provided the patient capital that allowed German firms to pursue long-term strategies and engage in incremental innovation (in conjunction with labour market and vocational training institutions, among others) (Deeg 1999; Vitols 2001; Allen 2006) .
Since the VoC theory was first established, however, both the financial and the nonfinancial sectors have changed dramaticallyto the point where 'coordinated market economy' may no longer capture the essence of former CMEs such as Germany. In the financial sector, both the capital investment chain and business lending have been transformed. Regarding the former, an extensive literature has documented the dissolution of ownership networks, the large-scale entry of US and UK institutional investors into the stock markets of countries such as France, Germany, and Italy, and thus the internationalisation and marketisation of domestic stock markets (Beyer and Höpner 2003; Culpepper 2005; Deeg 2005 Deeg , 2009 ). Regarding business lending, the notion that European 'bank-based' financial systems were still dominated by traditional, relationship-based banking has been challenged by the work of Hardie et al. (2013a Hardie et al. ( , 2013b . In the years running up to the 2008 financial crisis, the activities of commercial banks partly shifted from traditional, relationship-based banking to 'market-based banking,' defined as wholesale money-market borrowing to finance bank loans, which in turn are designed to be securitised and sold. The result was that banks and securities markets became increasingly indistinguishable in a functional sense.
The non-financial sector too has changed in formerly coordinated market economies. In general, CMEs have seen a much larger decline in the labour share of income than LMEs, while generating higher current account surpluses (Behringer and van Treeck 2018) . The quintessential case is Germany. Beginning in the 1990s, Germany transitioned from balanced growthwith both domestic consumption and exports contributing to demand growthto an overwhelmingly export-led growth model (Baccaro and Pontusson 2016; Johnston and Regan 2016; Stockhammer 2016; Stockhammer, Durand, and List 2016; Regan 2017) . Research on the institutional underpinnings of Germany's export-oriented growth model focuses mainly on unit-labour cost competitiveness. Germany's unit labour cost index for the total economywhich is consistent with the real effective exchange rates but considers both intra-and extra-euro area trade has declined by 17.5 percent since 1999. No other euro area member (except Ireland, arguably a special case) has increased its international cost competitiveness by a comparable margin (ECB 2018). In view of this development, the CPE literature has highlighted Germany's capacity for wage coordination and wage-growth suppression, which has delivered a significant competitive advantage to Germany, both within and beyond the euro area (Palier and Thelen 2010; Hassel 2014; Johnston, Hancké, and Pant 2014; Baccaro and Benassi 2017; Hall 2017; Di Carlo 2018; Höpner and Lutter 2018; Scharpf 2018) . Other factors, notably fiscal federalism and the financing structure of social security, have further contributed to the suppression of wages and of domestic demand (Hassel 2017) .
It is important to note that our argument does not presuppose a strong causal link between unit-labour cost developments and export growthan issue that remains hotly debated. Critics of the cost-competitiveness explanation argue, first, that labour costswhich include other employer-borne, labour-related costs in addition to wages are much lower in the private service sector (€31.5 per hour) than in the exportoriented manufacturing sector (€40.2 per hour). The gap of 21.6 percent is the highest among all EU-28 member states (Albu et al. 2018, 7) . 2 The second objection is that unit labour cost developments can only explain a small fraction of export growth, which instead has been driven by the non-price (i.e. quality) competitiveness of German exports (Storm and Naastepad 2015) . For the present argument, however, the question of the causal effect of cost competitiveness on export performance is secondary. Instead, our argument highlights the effect of unit labour costs on the balance sheets of both corporations and banks. Here, what matters is that the labour share of income declined more in Germany than elsewhere (Berger and Wolff 2017; Behringer and van Treeck 2018) . Lower wage costs that are not (fully) reflected in lower prices, regardless of their causal influence on exports, are equivalent to a higher profit share. To the extent that these higher profits are not paid out to owners or shareholders, they increase the financial independence of non-financial corporations (on profit shares, see Figure 1 below). 3 What matters for our argument is timing: When exactly did wage restraint increase and current surpluses take off? The German economy already featured a fully functional 'undervaluation regime' during the Bretton Woods period (Höpner 2019) and was Note: German and Italian national accounts include quasi-corporations with non-salaried employees in the NFC sector, inflating gross operating surplus relative to other countries STRONG FIRMS, WEAK BANKS characterised by a strong export orientation in the 1970s and 1980sa fact sometimes obscured by the temporary drop of the current account surplus following unification. Still, it was during the period between the Maastricht Treaty and the introduction of the euro that Germany transitioned to a purely export-led growth model: exports as a share of GDP began to grow again in 1993, following a recession brought about by a series of interest rate hikes by the Bundesbank in response to wage and price pressures (Scharpf 2018, 28) . The trade surplus, which had been growing throughout the 1990s from a low post-unification base, started growing rapidly beginning in 2000 (Baccaro and Pontusson 2016; Behringer and van Treeck 2018; Scharpf 2018) . The surplus continued to increase after the 2008 financial crisis, when demand from outside the euro areaabove all from Chinacompensated for lower demand from within the struggling euro area (Mody 2018, 423) .
In sum, both developments in the financial sector and developments in the real economy have received significant attention in political economy literature on Germany. The positive contribution of the financial sector to German firms' internationalisationin terms of both sales and productionhas also been noted, especially with regard to the close cooperation between banks and NFCs. This is mirrored by an appreciation of the contribution of the financial sector to the credit-financed consumption-led growth model, exemplified by the UK, which 'presupposes the existence of a large financial sector' (Baccaro and Pontusson 2016, 186) . 4 What has been missing from the discussion, however, is the question of feedback effects in the other direction: What, if any, have been the feedback effects from export-led growth on the financial sector? The remainder of this paper seeks to fill this gap.
EXTERNAL FINANCE IN AN EXPORT-LED GROWTH MODEL: WEAK DOMESTIC DEMAND
How much power banks wield vis-à-vis non-financial corporations hinges, in part, on how much the latter depend on the credit provided by the former. We argue that Germany's export competitivenessand its flipside, high corporate profitshave weakened its banks' power. 5 Three conditions must be met for the hallmark of the export-led growth modelcompetitive wage restraintto substantially increase firms' financial independence from banks. First, unit labour cost advantages over competitors are not passed on in full to customers in the form of lower product prices (Storm and Naastepad 2015) . Second, the resulting higher profits are not fully re-invested (Beyer and Hassel 2002) nor, third, fully paid out to shareholders in the form of dividends or share buybacks (De Jong 1997) . This section presents comparative data establishing five empirical observations: the increase in the profit share of German non-financial corporations, their low debt levels, their high rate of internal financing, their low levels of investment, and the shift of the NFC sector from net borrowing to net lending. Together, these observations suggest that the conditions hold for exportsector strength to feed back into banking-sector weakness.
The suppression of wage growth, relative to productivity growth, is a key element of Germany's post-1990s export-led growth model. 6 Wages have kept up with productivity relatively well for high value-added jobs in the manufacturing sector, but have failed to keep up even with inflation in the service sector and, partly, in the public sector (Baccaro and Pontusson 2016; Baccaro and Benassi 2017; Albu et al. 2018; Di Carlo 2018) . To the extent that wage suppression does not translate into lower prices, it raises corporate profits. Figure 1 shows that the gross profit share of German NFCs rose from 38 to 47 percent of GDP during Germany's competitive wage and price disinflation, making Germany a clear outlier in the period from 1995 through 2007. As a corollary, the wage share, which had stabilised in France, Italy, Spain, and the UK, kept falling in Germany (Baccaro and Pontusson 2016; Berger and Wolff 2017; Behringer and van Treeck 2018) . Since 2007, the corporate profit share in Germany has fallen back to the level of 1995.
The second observation concerns the volume of borrowing by non-financial corporations, depicted in Figure 2 . As can be expected, the image is reversed: high historical profit shares in Germany are associated with low levels of NFC debt, while relatively lower profits shares in France are associated with steadily rising debt levels. What is most remarkable, however, is that Germany, Italy, Spain, and the UK started off in the same place, with NFC borrowing at around 55 percent of GDP in 1995. However, corporate debt levels rose significantly during the 2000s in Italy, Spain, France, and the UK, while actually falling in Germany, from a high of 60 percent of GDP in 2003 to 54 percent in 2017. With regard to borrowing by the non-financial sector, Germany has been a clear outlier.
Third, a high profit share and low debt levels imply a high rate of self-financing of German NFCs. Retained earnings constitute the most patient and, according to the pecking order theory of corporate finance (which emphasises information asymmetries), the cheapest form of financing for firms. German firms' rate of self-financing grew from Note: Total borrowing includes loans and debt securities STRONG FIRMS, WEAK BANKS the early 1970s (Edwards and Fischer 1996; Deeg 1999, 86) and, as shown in Figure 3 , has remained high throughout the past two decades. Since 1995, the German corporate sector has had an average rate of self-financing of 75 per cent. Note that the mild ups and downs of the black line in Figure 2 , which indicate total borrowing by German NFCs, reflect the fluctuations of debt financing in NFCs' financing mix, depicted in Figure 3 . Figure 2 as periods of declining total borrowing. It is also evident from Figure 3 that stock markets are not a major source of financing for German corporations. Fourth, abundant internal finance has not translated into high levels of corporate investment. As shown in Figure 4 (A), gross fixed capital formationmeasured as a share of gross value added for comparabilityhas trended down in Germany since the late 1990s. These numbers do not include outward foreign direct investment (FDI), which might be expected to change the picture, given German NFCs' push to increase productive capacities abroad, especially in Eastern Europe. Figure 4(B) shows average annual outward FDI flows, measured as a share of gross fixed capital formation. During the pre-2008 period, German outward FDI was below the average of our five-country sample. It has been slightly higher than in the other four countries only in the post-crisis period. 7 In short, high corporate profits in Germany have not led to increased capital investment.
We have shown that the corporate profit share and the rate of internal financing have been consistently high in Germany, while corporate debt levels have remained uniquely subdued. Together, these factors accentuate the fifth observation, depicted in Figure 5 the shift of the corporate sector from net borrowing to net lending. Just like the falling labour share, corporate net lending has emerged as a new trend in many advanced economies (Chen, Karabarbounis, and Neiman 2017; Glötzl and Rezai 2018) . Still, the data reveal important differences among the five countries. The late 1990s drop in net lending and spike in net borrowing associated with the dotcom stock market boom was particularly pronounced in Germany. The swift rebound of corporate saving after the dotcom market crash coincided with the developments described above: wage restraint and a rising corporate profit share. 8 A similarly dramatic shift occurred in SOURCE: OECD the UK. In Italy and Spain the corporate sector swung into net lending only after the 2008 financial crisis. Unlike in Germany, this swing was driven by a fall in investment (notably dramatic in Spain, where construction collapsed), mass layoffs, and falling real wages. Net lending is a flow measure. Another way to measure increased financial independence is corporate balance sheets via net financial wealth, defined as financial assets minus non-equity liabilities. In 1995, net financial wealth of German NFCs stood at zero and has since risen to 38 percent of GDP. 9 In Italy, Spain, and the UK, the NFC sector's net financial wealth has remained negative throughout the period. Importantly, corporate saving in Germany has not been limited to large corporations. Between 2002 and 2017, small and medium-sized enterprises have increased their equity ratiosassets minus non-equity liabilities, divided by total assetsfrom 18.4 percent to 30 percent (KfW 2018) . At least in the post-crisis period, this deleveraging reflects a precautionary motive: it makes a firm more financially independent at a time when banks, under Basel III and its EU implementation, faced stricter regulatory risk weights for SME lending (Keller 2018) .
In sum, by using high profits to bolster their financial position, German firms have greatly increased their financial independence. Banks have suffered the consequences. This is because, even though non-financial corporations are net lenders (see Figure 5 above), they continue to be the single largest borrowing sector, which means banks still rely heavily on them for their business (see Figure 6 below). How then does this affect the volume and the profitability of business lending by banks? The question has hardly been askedlet alone answeredin comparative political economy. While the literature on market-based banking has rightly pointed to an increase in fee-based activities and increased bank financing via markets, it has not renewed engagement with the role of banks in different growth models. The growth-model Note: Only debt liabilities are shown literature, meanwhile, has focused mostly on wage dynamics and on the sources of aggregate demand. The remainder of this paper zooms in on the volume and composition of bank lending to NFCs (Section 4) and on the profitability and the coping strategies of the German banking sector (Section 5).
BANK LENDING TO NON-FINANCIAL CORPORATIONS: SHRINKING SLICE OF A SHRINKING PIE
A closer look at the liability side of the aggregate balance sheet of the NFC sector reveals that the share of bank loans in total NFC borrowing has steadily declined. Meanwhile, data from the asset side of banks shows that the composition of bank lending to NFCs has changed, with large commercial banks seeing the largest drop in market share. As shown in Figure 2 above, the GDP share of borrowing by German NFCs has been flat for the past two decades. On top of that lack of growth in business lending, German banks have faced increasing competition. Figure 6 shows the structure of NFCs' outstanding debt liabilities since 1991, including borrowing from monetary financial institutions (MFIs), but also borrowing from non-monetary financial institutions (non-MFIs) as well as debt securities. The share of bank lending in total NFC debt has declined from 75 percent to 50 percent. In other words, of every euro German non-financial corporations borrow, only 50 cents are borrowed from German banks. The remaining 50 percent come from debt securities, the rest of the world (a category that includes foreign banks), and from loans extended by domestic non-banks: other non-financial corporations, institutional investors and asset managers, and the government.
While the shrinking of bank lending relative to other sources of NFC credit would be bad enough for the banking sector, only the next level of granularitythe sectoral distribution and the composition of bank lendingreveals the full extent of bank shrinkage. The sectoral distribution of nominal bank lending is indicated by the red squares in Figure 7 . They show that while the total value of bank lending to the service sector increased by more than 50 percent between 1993 and 2018, bank lending to the export-oriented manufacturing sector decreased slightly. The share of manufacturing loans in total NFC lending by banks fell by half, from 32 to 16 percent, even as the manufacturing share of GDP remained largely stable (De Ville 2018, 16) .
Beside the absolute amount, the share of bank lending by different types of bank has also changed since 1993 to the detriment of commercial banks. Cooperative banks have held their ground in the manufacturing sector and have expanded significantly in the service sector. The commercial banks (green bars in Figure 7) , by contrast, have seen their share of lending to manufacturing firms fall from a combined 36 percent in 1993-28 percent in 2018. 10 This represents a shrinking slice of a shrinking pie. The grey-shaded areas in Figure 7 represent public, government-owned banks: Sparkassen, Landesbanken, and the Kreditanstalt für Wiederaufbau or KfW (owned jointly by municipalities, state governments, and the federal government). In contrast to commercial banks, public banks have significantly increased their share of total lending: in the manufacturing sector mostly due to the Landesbanken; in the service sector mostly due to the savings banks. This is consistent with the finding that post-crisis policies in Germany have systematically shielded domestic public banks from competition (Massoc 2019) .
The KfW, which has long focused on promoting German exports, has also expanded its role in NFC finance along with the intensification of the German export model (Naqvi, Henow, and Chang 2018) . Until the 1980s, the KfW's assets and total lending commitments ranged between 0.5 per cent and 1 per cent of GDP. The KfW financed itself largely with funds drawn directly from the Ministry of Finance and focused on export finance for German industry and lending in strategic sectors. Beginning in the 1980s, and especially thereafter as a result of increased restrictions from the EU, the KfW shifted its funding sources to the domestic and international markets. Given its state guarantees, the KfW has top credit ratings and can borrow at the lowest rates. The success of Airbus or the dramatic expansion of the renewable energy industry in Germany (which has become an important export sector), for example, are practically unimaginable without the large-scale funding from the KfW (Ergen 2015, 232-233) .
In sum, the data presented in this section shows that demand from non-financial corporations for bank loans has declined. Moreover, not only did the pie shrink for domestic banks, they also had to fight foreign and non-bank competitors over the crumbs. Most notably, the commercial bankslong viewed as the pillar of the German export modelfared the worst among all competitors. The developments described continue long-standing trends: in the 1980s tax changes encouraged firms to rely more on internal financing, while in the 1990s regulatory changes, especially at the European level, facilitated capital market financing as well as international borrowing (Deeg 1999) . Since then, firms have sought to further increase their financial independence, motivated partly by a financial-crisis-induced awareness of the volatility of bank lending, partly by the relatively harsh treatment of corporate loans under Basel II and III (KfW 2018).
IN SEARCH OF LOAN DEMAND: FOREIGN AND FINANCIAL BORROWERS, AND THE DECLINING INTEREST MARGIN
How does the German banking sector cope with the gradual withering away of business lending? The experience of banks elsewhere would point towards household lending as the new name of the game. Newly compiled long-term, cross-country data on bank balance sheets shows a decisive shift over the last four decades from business lending to lending to households as households have increased their indebtedness, primarily in the form of mortgage loans (Jordà, Schularick, and Taylor 2016; Bezemer, Samarina, and Zhang 2017) . Figure 8 , which illustrates the evolution of domestic bank lending in two snapshots -1995 and 2016clearly shows this 'debt shift' (Bezemer, Samarina, and Zhang 2017) . Even with the pre-crisis boom years excluded, lending to the household sector has substantially increased in France, Italy, Spain, and the UK, and today with the exception of Italyaccounts for the majority of bank lending. Germany is, once again, the exception to these broader national trends: the GDP share of bank lending to households has only marginally increased, and lending to non-financial corporations continues to account for almost half of all domestic bank lending. Leaving it there would be highly misleading, however. For one thing, the trend of German bank lending to domestic NFCs has been sharply downward, declining from a maximum of 60 percent of GDP in 2000 (year not shown in the chart) to just under 40 percent in 2016. However, it is only when taking into account total bank assets that the most strikingbecause it is at odds with the conventional viewfeature of business lending becomes apparent: its volume is uniquely small among advanced economies. Between 2000 and 2016, bank lending to NFCs accounted for a mere 16 percent of total bank assets in Germany, versus 34-38.5 percent in France, Italy, and Spain, and 54 percent in Japan. Clearly, then, German banks had to find borrowers elsewhere.
Indeed, debt shift took a different form for German banks, namely a combination of financialization and internationalisation. Figure 9 presents bank lending data segmented by domestic and international borrowing sectors since 1999. The only sectors that have seen growth are banks and foreign borrowers (the latter including both non-bank financial corporations and non-financial corporations). Lending to banks has increased both at home and abroad, from a combined 40 percent to 50 percent of total bank lending. This increase in lending to the financial sector is consistent with another measure of the financialization of banking: in no other country in the euro area do 'assets held for trading' account for a larger share of total bank assets than in Germany (cf. Hardie et al. 2013a, 721; ECB 2017, 34) . Thus, both the finance-tilt of the loan book and the size of the trading book indicate that German banks have become increasingly financialized while less directly connected to the real economy.
The second aspect of the German variant of the debt shift is the internationalisation of bank lending. Until the 1980s, growth in foreign lending was mostly the result of banks accompanying domestic clients that expanded their operations abroad (Mertens 2017, 23) . Prior to the introduction of the euro, lending to foreigners grew in line with European financial integration, notably following the Second Banking Directive of 1992 (Mertens 2017, 20) . Since the introduction of the euro, foreign lending (the top two layers in Figure 9 )composed of lending to foreign banks and foreign nonbankshas continued to grow rapidly, from 16 percent of total lending in 1999 to 29 percent in 2017. This internationalisation of banks' loan books reflects the lending channel of German capital outflows which constitute the flipside of the country's current account surplus. From this one might argue that the contribution of banks to Germany's current export-led growth model is indirect and resides in their role in facilitating the capital exports that counterbalance trade surpluses. Between 2000 and 2015, Germany's net financial assetsits foreign assets minus its foreign liabilitiesgrew from zero to EUR 1.49 trillion, or 44 percent of GDP (Lane and Milesi-Ferretti 2007) . However, banks are not the only financial institutions intermediating outward capital flows, which take the form not only of bank loans but also of portfolio investment and foreign direct investment. By the end of 2017, the banking sector's claims against the rest of the world stood at EUR 1.13 trillionless than the EUR 1.33 trillion of claims held by investment funds, the banks' main competitor in that area (Sigl-Glöckner 2018).
The double-strategy of financializing and internationalising their lending activities allowed German banks to keep their loan assets roughly constant in GDP terms. Have they managed to safeguard their profitability too? Here, we focus on the key determinant of commercial banks' earnings, the interest marginthe difference between the interest earned on loan assets and the interest paid on deposit liabilitiesand the related measure of net interest income. The interest margin is a function of the competition among banks on the supply side, and of the behaviour of borrowers on the demand side.
The traditional explanation of banks' interest margin focuses on the supply side, namely the high level of competition that has long been a feature of German banking (Deeg 1999) . 11 Starting in the late 1960s, the three groups of banks increasingly competed across the full range of lending activities. Other things being equal, competition between banks, or lack of market power, should lower the cost of borrowing for nonfinancial corporations, especially SMEs (Ryan, O'Toole, and McCann 2014) . The effect on banks' interest margin should be negative. The data, however, suggest that this supply-side story was far less important than the decline in loan demand from NFCs documented in this paper. Figure 10 (A) shows banks' net interest income over total assets for five countries. German banks (solid black line), which were at the lower end of the spectrum already in 1995, saw a steep drop in their net interest income during the ensuing decade. Whereas interest margins have since recovered in France and Spain, they have remained near record lows in Germany, UK, and Italy. Figure 10(B) , which displays longer time series for German banks only, puts this drop in perspective. Despite increased competition in German banking beginning in the late FIGURE 9 . TOTAL LENDIN G BY GERMAN BANKS, BY BORROWING SECTORS, EUR TRILLIO N, 1999 . SOURCE: ECB, BUND ESBANK, AUTHO RS' CALCULATIONS 1960s, net interest income for the aggregate banking sector was flat, oscillating around 2 percent, up until the early-1990s. Between 1995 and 2008the years characterised by export-led growth, a rising profit share, and falling loan demand from NCFs -German banks saw their net interest income fall by more than half, from 1.78 to 0.84 percent of total assets, representing the largest percentage drop among the five countries. 12 While the interest margin has stabilised in recent years for German banks, this is largely due to the experience of Landesbanken and mortgage banks. Net interest income has continued to decline for all other categories of banks (Bundesbank 2017, 75) .
CONCLUSION AND OUTLOOK
As recently as twenty years ago many German observers, particularly on the Left, decried the 'power of the banks' in Germany. While in reality the decline of bank power began even earlier, it has been especially pronounced over the last two decades. To some extent, this decline was a product of both bank strategy and public policy. The large-scale sell off by banks of their equity stakes in Germany Inc. followed the Eichel tax reform of 2001 and is well documented in the literature. The second mechanism undermining bank power, the growing financial independence of non-financial corporations, was already visible at the inception of the euro (Deeg 1999, 86) , but greatly increased over the past twenty years. During this period, Germany shifted to a purely export-led growth model based on wage restraint. While the varieties of capitalism literature emphasises the institutional complementarity between the German banking system and NFCs' export orientation, the growth model literature highlights the low-wage, high-profit nature of Germany's export-led growth model (Baccaro and Pontusson 2016; Stockhammer 2016) . Neither of these literatures, however, has investigated potential negative feedback effects from the export-led growth model on the banking system. Seeking to fill this gap, we show that the German banking system, the erstwhile secret sauce of Germany's export success, became a victim of that success. Exportled growth in Germany has been associated with higher corporate profits, higher retained earnings, and thus higher financial independence of non-financial corporations. By and large, NFCs' internal financial resources suffice to finance their investments, and the non-financial sector has actually become a net lender to the rest of the economy. Both total lending and bank lending to NFCs as a share of GDP have been flat. At the same time, the share of bank lending as a share of total NFC liabilities has fallen by half, from 28 percent to 15 percent. To the extent that they borrow, NFCs have reduced their borrowing, in particular from domestic private banks. Much of this relative decline in business lending has been driven by the manufacturing sector which dominates German exports and whose total bank borrowing has actually declined even in both absolute and real terms. German banks have felt the pain. Despite aggressive attempts to replace domestic business lending with lending to other financial institutions and to foreigners, net interest income collapsed during the late 1990s and early 2000s. We argue that the decline of German banking has, at least in part, been a collateral consequence of this intensification of export-led growth. The post-2008 problems of many large German banks, not least the Landesbanken, Deutsche Bank and the Commerzbank, are arguably additional manifestations of this shrinking role for banks in corporate finance. More broadly, our case study casts further doubt on the notion of stable institutional equilibria. Instead, it provides a compelling example of a negative intersectoral feedback effect and thus of the endogenous erosion of institutional complementarities, which are likely to only ever be temporary (Streeck 2009; Blyth and Matthijs 2017) . We expect that Germany's banking sectorformerly a core pillar of the country's dominant 'social bloc'can no longer be counted upon as an influential defender of the export-led growth model (Baccaro and Pontusson 2019) .
Based on these results, we see two promising avenues for future research. The first is to dig deeper into the dynamic interaction between the financial and the non-financial sectors in different growth models. Here, the theoretical argument put forward in this paper is that feedback effects between those sectors need not be positive. For all we know, it is true that German banks helped German non-financial corporations succeed in the world market. It also seems to be the case, however, that the second-round effect of that success on the German banking sector has been devastating. Future research might study similar second-round effects in other countries/growth models, as well as the potential third-round effect in Germany. Could a weakened banking sector spell trouble for the export-led growth model in the future?
The second avenue for future research concerns the knock-on effects of the decline of the power of lenders over large NFCs that have become essentially self-financing. When the number of supervisory boards chaired by financial sector representatives declined in the late 1990s, these positions were duly filled by executives from within the same corporations (Höpner 2003, 138) . A similar dynamic is likely to play out as a result of the developments described in this paper. If banks are no longer important financiers of the manufacturing sector, and if German firms rely increasingly on internal finance, then other insidersmanagement and large shareholdershave arguably gained greater autonomy and power over NFCs and their strategic direction. Regarding the role of management, recent signs of renewed interest, in comparative and international political economy, in studying corporations as actors in their own right are encouraging (May and Nölke 2018) . Regarding shareholders, the first thing to note is that in an economy in which NFCs depend less on external financing, they also depend less on the issuance of equity into the (primary) stock market. As noted above, the stock market has not been a significant source of net financing for German non-financial corporations. Net share issuance, which collapsed after the bursting of the dotcom bubble in 2000, has not been revived under the intensified export-led growth model. This does not, however, necessarily diminish the power of the owners of outstanding shares. This power is sustained through the ability of shareholders (to threaten) to sell their shares in the secondary market and through the statutory rights shares afford their owners. These mechanisms -'exit' and 'voice,' in Hirschman's termsallow shareholders to exercise power over portfolio companies regardless of the financing situation of the latter. Thus, the power of shareholders should be expected to be more resilient than the power of banks in Germany's export-led economy not because large corporations need the stock market for financing, but because in the absence of bank-dependence, shareholder rights become the 'only game in town' for financial influence over NFCs.
Comparative political economy is concerned not with shareholder power as such but with the use to which shareholders put their power, i.e. which kinds of market strategies and management models they will support. Here, future research will need to go beyond simple dichotomies and investigate the specific incentives and business models of a range of different investors, and their interaction with different types of portfolio firms (Deeg and Hardie 2016; Faust 2017) . For instance, the largest new owners are index funds, managed by global asset managers such as BlackRock and Vanguard (Braun 2016; Fichtner, Heemskerk, and Garcia-Bernardo 2017) . Unlike activelet alone activistinvestors, these funds are by definition long-term investors, while their sheer size, diversification, and business models limit their capacity to use their 'voice' aggressively (such as to demand increased dividends). Under these conditions, managerial autonomy remains fairly high, permitting firms to continue the long-term strategies leading to export success. Another area for future research on shareholder power is the growing tendency for large, diversified investors to own large stakes in all competitors in a given industry, often via index-tracking funds (Azar, Schmalz, and Tecu 2018) . To the extent that such 'common ownership' has anti-competitive effects, the compatibility of these effects with the export-led growth model is an open empirical question. Overall, pressure to pay out corporate profits at higher rates seems to remain relatively low, thus reinforcing German NFCs' low dependence on external finance. Thus, the ownership structure and the preferences of the dominant investors in Germany seem compatible with sustaining an export-led growth model dependent on a combination of wage-growth suppression and domestic-demand suppression.
foreign banks. Cross-border banking has been greatly facilitated by European financial integration since the early 1990s. 11. It is worth noting that the high degree of competition (and low concentration) that has long been a feature of German banking persisted even in the aftermath of the global financial crisis. Indeed, German banking stands out for not having gone through a process of consolidation after the crisis, featuring the secondsmallest population per banking employee, the highest cost/income ratio, and the smallest share in total assets concentrated in the five largest banks (not counting Malta, Cyprus, and Luxembourg) (ECB 2017, 27, 32, 42) . 12. When, in addition to net interest income, net fee income is taken into account, German banks fall to the bottom of the five-country ranking.
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